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such dividends on January 4, April 3, and
July 5, 1954, each a date in this taxable year
ending after July 31, 1954. He is entitled to no
exclusion for the dividends received by the
trust on October 3, 1953, since he is deemed
to receive the resulting distribution on the
same date, which falls within a taxable year
of his which ends before August 1, 1954, al-
though he is required to include the October
1953 dividends in his 1954 income. See section
164 of the Internal Revenue Code of 1939.

Example 3. A simple trust on a fiscal year
ending July 31, 1954, receives dividends Au-
gust 5 and November 4, 1953. It distributes
the dividends to A, its sole beneficiary (who
is on a calendar year basis), on September 1,
1954. Neither the trust nor A is entitled to a
credit under section 34 or an exclusion under
section 116.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as
amended by T.D. 6777, 29 FR 17809, Dec. 16,
1964]

§ 1.683–3 Application of the 65-day rule
of the Internal Revenue Code of
1939.

If an amount is paid, credited, or to
be distributed in the first 65 days of the
first taxable year of an estate or trust
(heretofore subject to the provisions of
the Internal Revenue Code of 1939) to
which the Internal Revenue Code of
1954 applies and the amount would be
treated, if the Internal Revenue Code
of 1939 were applicable, as if paid, cred-
ited, or to be distributed on the last
day of the preceding taxable year, sec-
tions 641 through 682 do not apply to
the amount. The amount so paid, cred-
ited, or to be distributed is taken into
account as provided in the Internal
Revenue Code of 1939. See 26 CFR (1939)
39.162–2 (c) and (d) (Regulations 118).

INCOME IN RESPECT OF DECEDENTS

§ 1.691(a)–1 Income in respect of a de-
cedent.

(a) Scope of section 691. In general, the
regulations under section 691 cover: (1)
The provisions requiring that amounts
which are not includible in gross in-
come for the decedent’s last taxable
year or for a prior taxable year be in-
cluded in the gross income of the es-
tate or persons receiving such income
to the extent that such amounts con-
stitute ‘‘income in respect of a dece-
dent’’; (2) the taxable effect of a trans-
fer of the right to such income; (3) the
treatment of certain deductions and
credit in respect of a decedent which

are not allowable to the decedent for
the taxable period ending with his
death or for a prior taxable year; (4)
the allowance to a recipient of income
in respect of a decedent of a deduction
for estate taxes attributable to the in-
clusion of the value of the right to such
income in the decedent’s estate; (5) spe-
cial provisions with respect to install-
ment obligations acquired from a dece-
dent and with respect to the allowance
of a deduction for estate taxes to a sur-
viving annuitant under a joint and sur-
vivor annuity contract; and (6) special
provisions relating to installment obli-
gations transmitted at death when
prior law applied to the transmission.

(b) General definition. In general, the
term income in respect of a decedent re-
fers to those amounts to which a dece-
dent was entitled as gross income but
which were not properly includible in
computing his taxable income for the
taxable year ending with the date of
his death or for a previous taxable year
under the method of accounting em-
ployed by the decedent. See the regula-
tions under section 451. Thus, the term
includes:

(1) All accrued income of a decedent
who reported his income by use of the
cash receipts and disbursements meth-
od;

(2) Income accrued solely by reason
of the decedent’s death in case of a de-
cedent who reports his income by use
of an accrual method of accounting;
and

(3) Income to which the decedent had
a contingent claim at the time of his
death.
See sections 736 and 753 and the regula-
tions thereunder for ‘‘income in respect
of a decedent’’ in the case of a deceased
partner.

(c) Prior decedent. The term income in
respect of a decedent also includes the
amount of all items of gross income in
respect of a prior decedent, if (1) the
right to receive such amount was ac-
quired by the decedent by reason of the
death of the prior decedent or by be-
quest, devise, or inheritance from the
prior decedent and if (2) the amount of
gross income in respect of the prior de-
cedent was not properly includible in
computing the decedent’s taxable in-
come for the taxable year ending with
the date of his death or for a previous
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taxable year. See example 2 of para-
graph (b) of § 1.691(a)–2.

(d) Items excluded from gross income.
Section 691 applies only to the amount
of items of gross income in respect of a
decedent, and items which are excluded
from gross income under subtitle A of
the Code are not within the provisions
of section 691.

(e) Cross reference. For items deemed
to be income in respect of a decedent
for purposes of the deduction for estate
taxes provided by section 691(c), see
paragraph (c) of § 1.691(c)–1.

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as
amended by T.D. 6808, 30 FR 3435, Mar. 16,
1965]

§ 1.691(a)–2 Inclusion in gross income
by recipients.

(a) Under section 691(a)(1), income in
respect of a decedent shall be included
in the gross income, for the taxable
year when received, of:

(1) The estate of the decedent, if the
right to receive the amount is acquired
by the decedent’s estate from the dece-
dent;

(2) The person who, by reason of the
death of the decedent, acquires the
right to receive the amount, if the
right to receive the amount is not ac-
quired by the decedent’s estate from
the decedent; or

(3) The person who acquires from the
decedent the right to receive the
amount by bequest, devise, or inherit-
ance, if the amount is received after a
distribution by the decedent’s estate of
such right.
These amounts are included in the in-
come of the estate or of such persons
when received by them whether or not
they report income by use of the cash
receipts and disbursements methods.

(b) The application of paragraph (a)
of this section may be illustrated by
the following examples, in each of
which it is assumed that the decedent
kept his books by use of the cash re-
ceipts and disbursements method.

Example 1. The decedent was entitled at the
date of his death to a large salary payment
to be made in equal annual installments over
five years. His estate, after collecting two in-
stallments, distributed the right to the re-
maining installment payments to the resid-
uary legatee of the estate. The estate must
include in its gross income the two install-

ments received by it, and the legatee must
include in his gross income each of the three
installments received by him.

Example 2. A widow acquired, by bequest
from her husband, the right to receive re-
newal commissions on life insurance sold by
him in his lifetime, which commissions were
payable over a period of years. The widow
died before having received all of such com-
missions, and her son inherited the right to
receive the rest of the commissions. The
commissions received by the widow were in-
cludible in her gross income. The commis-
sions received by the son were not includible
in the widow’s gross income but must be in-
cluded in the gross income of the son.

Example 3. The decedent owned a Series E
United States savings bond, with his wife as
co-owner or beneficiary, but died before the
payment of such bond. The entire amount of
interest accruing on the bond and not includ-
ible in income by the decedent, not just the
amount accruing after the death of the dece-
dent, would be treated as income to his wife
when the bond is paid.

Example 4. A, prior to his death, acquired
10,000 shares of the capital stock of the X
Corporation at a cost of $100 per share. Dur-
ing his lifetime, A had entered into an agree-
ment with X Corporation whereby X Cor-
poration agreed to purchase and the dece-
dent agreed that his executor would sell the
10,000 shares of X Corporation stock owned
by him at the book value of the stock at the
date of A’s death. Upon A’s death, the shares
are sold by A’s executor for $500 a share pur-
suant to the agreement. Since the sale of
stock is consummated after A’s death, there
is no income in respect of a decedent with re-
spect to the appreciation in value of A’s
stock to the date of his death. If, in this ex-
ample, A had in fact sold the stock during
his lifetime but payment had not been re-
ceived before his death, any gain on the sale
would constitute income in respect of a dece-
dent when the proceeds were received.

Example 5. (1) A owned and operated an
apple orchard. During his lifetime, A sold
and delivered 1,000 bushels of apples to X, a
canning factory, but did not receive payment
before his death. A also entered into negotia-
tions to sell 3,000 bushels of apples to Y, a
canning factory, but did not complete the
sale before his death. After A’s death, the ex-
ecutor received payment from X. He also
completed the sale to Y and transferred to Y
1,200 bushels of apples on hand at A’s death
and harvested and transferred an additional
1,800 bushels. The gain from the sale of ap-
ples by A to X constitutes income in respect
of a decedent when received. On the other
hand, the gain from the sale of apples by the
executor to Y does not.

(2) Assume that, instead of the transaction
entered into with Y, A had disposed of the
1,200 bushels of harvested apples by deliv-
ering them to Z, a cooperative association,
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